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SECTION A 
Candidates MUST answer all TWENTY (20) multiple choice questions 


(Each question is worth 2 marks for a total of 40 marks) 
Circle the correct answer (A, B, C, D or E) on page 11. 


If you invest $5000 now, and your investment pays 12% per annum, how much will you have in 
three years if compounded annually (to the nearest dollar)? 


MOOD> > MOOW> 


$7025 
$14 821 
$6852 
$8014 
$5619 


series of cash flows of equal amount, equally spaced in time is called: 


a perpetuity 

a present value factor 
an annuity 

a consol 

an effective annual rate 


A credit card has an APR of 18 per cent and charges interest monthly. The effective annual rate 
on this account will: 


MOOW > 


be less than 18 per cent 

be less than or equal to 18 per cent 
equal 18 per cent 

be greater than or equal to 18 per cent 
be greater than 18 per cent 


The Reserve Bank of Australia expects the inflation rate in Australia to be 4.50% and financial 
analysts evaluate the risk-premium on small company shares to be 3.70% for the year. The 
Commonwealth Government's T-notes yield is expected to be 8% for the next year. What rate of 
return is expected to be earned on small-company stocks over the next year? 


MOOW > 


8.20% 
4.50% 
11.20% 
11.70% 
12.23% 


An efficient capital market is best defined as a market in which security prices reflect which one 
of the following? 


MOOW > 


current inflation 

a risk premium 

available information 

the historical arithmetic rate of return 
the historical geometric rate of return 


6. 


10. 
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Suppose an investor created the following portfolio: 


Amount invested Expected return Beta 
Share A $10 000 8% 0.80 
Share B $20 000 12% 0.95 
Share c $30 000 15% 1.10 
Risk-free asset $40 000 5% Beta of risk-free asset 


What is the expected return on this portfolio? 


A. 9.7% 
B. 10% 
C. 12.5% 
D. 15% 
E. 8.5% 


Which one of the following is considered an example of systematic risk? 


a higher inflation rate than predicted 

an increase in overseas sales for a conglomerate, such as General Electric 
resignation of a firm's chief financial officer 

higher company profits than those forecasted 

lower company sales than predicted 


MOOW > 


The net present value rule states that you should accept a project if the NPV: 


is equal to zero or negative 
exceeds the required rate 
is less than 1.0 

is positive 

exceeds the initial cost 


MOOD > 


Sonny and James are both considering the same project with the cash flows shown below. 
Sonny is content earning 8 per cent on the project but James wants to earn at least 12 per cent. 
Who, if either, should accept this project? 


a 


Sonny, but not James 

James, but not Sonny 

Sonny, James can either accept or reject as his NPV is zero 
neither Sonny nor James 

both Sonny and James 


HUD > 


An opportunity cost is defined as: 


the increased cost incurred when a new project is accepted 

the increased sales of an existing product if a new product is added to a firm's offerings 
a cost that has been incurred and cannot be recouped 

the potential lost sales that are forfeited when a project is rejected 

the most valuable alternative that is given up if a particular investment is undertaken 


mow > 


11. 


12. 


13. 


14. 


15. 


16. 
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A business organisation that is similar to a sole proprietorship but has two or more owners is 


called a: 

A. — limited liability company 
B. corporation 

C. dual company 

D. partnership 

E. joint stock company 


The primary market refers to: 


MOOW > 


the original sale of securities by the issuer 

transactions between two institutional shareholders 

the sale of securities by an individual shareholder 

the first trade of a firm's securities when the financial markets open in the morning 
all transactions on the NYSE 


Margie opened a used book store and is both the 100 per cent owner and the store's manager. 
Which type of business entity does Margie own if she is personally liable for all the store's 


debts? 

A. _ sole proprietorship 
B. _ limited partnership 
C. corporation 

D. joint stock company 
E. — general partnership 


Which one of the following is a current asset? 


moO D> 


land 
equipment 
inventory 
patent 
building 


The Good Life Store has sales of $79 600. The cost of goods sold is $48 200 and the other costs 
are $18 700. Depreciation is $8300 and the tax rate is 34 per cent. What is the net income? 


moOw> 


$2904 
$8382 
$11 204 
$14 660 
$16 682 


Common-size financial statements present all balance sheet account values as a percentage of: 


moOw> 


the forecasted budget 
sales 

total equity 

total assets 

last year's account value 


ee 


18. 


19. 


20. 
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If a firm has a 100 per cent dividend payout ratio, then the internal growth rate of the firm is: 


A. — zero per cent 

B. 100 per cent 

C. equal to the ROA 
D. negative 

E. _ infinite 


The interest rate of return that has not been adjusted for inflation is called: 


a nominal rate 

a yield to maturity 
a real rate 

a floating rate 

a coupon rate 


MOOW > 


Bond ratings primarily help potential investors measure the likelihood that the bond 
issuer will: 


call the bond prior to maturity 

pay both the bond interest and principal in a timely fashion 
increase the size of the firm in a significant manner 
convert the bond prior to maturity 

increase the coupon rate 


MOOW > 


Next year's expected annual dividend divided by today's stock price is called the stock's: 


A. required return 

B. capital return 

C. capital gains yield 
D. maturity yield 

E. dividend yield 
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SECTION B 
(Each question is worth 15 marks for a total of 60 marks) 
Candidates MUST answer all FOUR (4) questions in the Answer Books provided 


Question (21) 


Assume the risk-free rate is 6% and the expected return on the market is 9%. An investment analyst 
provides you with the following estimates of beta and the expected return of three stocks: 


Stock Beta Analyst’s Expected Return 
A 1.15 11.0% 
B 0.7 10.0% 
C Ls 10.5% 


(a) What is the expected return of each stock as predicted by the CAPM? 


(b) Relative to the CAPM’s predictions, indicate whether each stock is overpriced, underpriced, or 
correctly priced by the analyst? 


(c) If after one year stock A’s actual return is 8%, does this prove the CAPM is wrong? Why? 


(5 marks each - Total 15 marks) 


Question (22) 


The total risk of a financial asset is defined to be the sum of that assets systematic risk and non- 
systematic risk 


(a) Describe what is meant by systematic risk. 
(b) Describe what is meant by non-systematic risk. 


(c) Explain the impact of diversification on both of these forms of risk on a portfolio of financial 
assets. 


(5 marks each - Total 15 marks) 


Question (23) 


Waratahs Ltd has a current share price of $48 and a beta of 0.9. The market risk premium is 8% and 
short-term government bonds currently yield 4.5%. Waratahs’ most recent dividend was $1.60 per 
share and dividends are expected to grow indefinitely at 5%. (5 marks each - Total 15 marks) 


(a) Define the ‘cost of equity’; 
(b) Use the CAPM to estimate Waratahs’ cost of equity; and 
(c) Estimate Waratahs’ cost of equity using the dividend growth model. 
(5 marks each - Total 15 marks) 
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Question (24) 


Mosman Rugby Club has the following financials: 


2012/13 Income Statement $ 


Sales 15,444,000 
Cost of Goods Sold 10,884,000 
Other Expenses 1,845,600 
Depreciation 504,000 
EBIT 2,210,400 
Interest 277,800 
Taxable Income 1,932,600 
Taxes (30%) 579,780 
Net Income 1,352,820 
Dividends 541,128 
Addition to Retained Earnings 811,692 


2012/13 Balance Sheet in $1,000’s 


Current Assets Current Liabilities 
Cash 280 A/c Payable 596 
A/c Receivable 505 Notes Payable 1,207 
Inventory 566 Total Current Liabilities 1803 
Total Current Assets 1,351 
Fixed Assets Long-Term Debt 3,114 
Net Plant and Equip —_ 8,674 Shareholder Equity 
Ordinary Shares 120 
Retained Earnings 4,988 
Total Equity 5,108 
Total Assets 10,025 Total Liabilities & Equity 10,025 


Using this information please calculate the following ratios: 


(a) Current Ratio; 
(b) Debt/Equity Ratio; 
(c) Times Interest Earned; 
(d) Profit Margin; and 
(e) Return on Equity. 
(3 marks each - Total 15 marks) 
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Formulas: 


FV of a single payment PV (I+r)' 
PV of a single payment FV 
(l+r)' 
FV of an ordinary annuity — (ltr)! +) 
(‘i . ————— 
FV of an annuity due = 


PV of an ordinary annuity 


PV of an annuity due 


PV of a perpetual ordinary annuity Cc 
F 
Effective annual rate m 


Bill value 


Bond value 


a ae ~+ to4 
(1+R) (+R) (+R) (1+R)* 


. 


= Lae 


Variance 
> =>" p,(R, -E(R))’ 
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Portfolio return ms 
E(R,p) = > w,E(R;) 
j=l 


CAPM 
CF, 
NPV =CF, + : 
Net present value : dsr) 


_ Average Net Income 


Average accounting return - 
aii S Average Book Value 


Internal rate of return 


Profitability Index PV of Cash flows 


~ Jnitial Investment 


Tax Shield Approach OCF = (Sales — Costs)(1 — T) +Depreciation*T 


After —tax salvage After-tax salvage = MV — (MV - BV)*T 


Weighted Average Cost of Capital with 
Preferred shares 


Weighted Average Cost of Capital under] D E 

the classical tax system WACC = Vv xR, (1-T.) |+ V xR, 
Weighted Average Cost of Capital under 

the imputation tax system i i 

and equity values 


Cost of equity ass 
Interest tax shield Interest Tax shield=Tc * D 


Net working capital NWC =Current assets — Current liabilities 


=(Cash + Other current assets) — Current 
liabilities 


Operating cycle Operating cycle = inventory period + accounts 
receivable period 

Cash cycle Cash cycle = Operating cycle — Accounts payable 
period 


Student Name 
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ANSWER SHEET FOR SECTION A - MULTIPLE CHOICE 


Student Number 


Please circle your answer for respective question. 
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Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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